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1FEDERAL DEPOSIT INSURANCE CORPORATION
A new statement of policy clarifying the guidelines used in reviewing and approving 
applications for deposit insurance submitted to the FDIC by thrift institutions or 
other operating institutions was issued by the agency's Board of Directors (see 
the 6/9/87 Fed. Reg., pp. 21736-37). The Board said in a news release that its 
action was taken "in response to numerous inquiries from potential insurance 
applicants who sought guidance on whether the FDIC's capital or other requirements 
would be modified in the future to accommodate certain classes of financial 
institutions which may seek deposit insurance coverage." The new statement of 
policy states that all applicants for FDIC insurance coverage must have a minimum 
ratio of total capital to total assets of 6.0 percent and primary capital to total 
assets of 5.5 percent. The policy statement also notes that in certain cases, a 
higher capital ratio may be required. In addition, the policy statement says 
applicants for deposit insurance who currently exercise corporate powers 
inconsistent with the Federal Deposit Insurance Act will be required to submit a 
plan demonstrating how those inconsistent powers will be terminated. Applicants 
with more than $50 million in assets are expected to have a full scope audit 
conducted by an independent public accounting firm unless a waiver is obtained 
from the FDIC. In some cases, applicants with less than $50 million in assets 
also will be required to have an independent audit. The policy statement's 
guidelines apply to all insurance applications submitted to the FDIC by state- 
chartered institutions that are not members of the Federal Reserve System. The 
guidelines, the agency said, will also be used to evaluate applications involving 
a merger of FDIC-insured and non-FDIC insured institutions if the resulting entity 
would be insured by the FDIC. If further information is needed after reading the 
policy statement, please contact Robert Miailovich at the FDIC at 202/898-6918.
SECURITIES AND EXCHANGE COMMISSION
Final rules involving the treatment of repurchase and reverse repurchase agreements 
entered into by registered broker-dealers that were adopted at an open meeting of 
the SEC on 6/4/87 have been published Release No. 34-24553 (see the 6/11/87 Fed. 
Reg., pp. 22295-99). According to the SEC, the final rules will change the way in 
which broker-dealers must show the agreements for purposes of computing their net 
capital. The purpose of the proposal is to provide for potential losses as a 
result of holding in inventory securities with varying degrees of risk, the SEC 
said. Amendments to the Commission's financial responsibility rules were 
published last September (see the 9/22/86 Wash. Rpt.). If further information is 
required after reading the final rules, please contact Michael Macchiaroli at the 
SEC at 202/272-2904.
TREASURY, DEPARMENT OF
An expansion of the IRS' electronic filing project will speed refunds to taxpayers in 
many new areas of the country next year, according to the IRS. Beginning with the 
1988 filing period, taxpayers will be able to file electronically through 
participating tax return preparers in Alabama, Arizona, Indiana, Kentucky, 
Nebraska, North Carolina, Utah, Virginia, Washington, and Wisconsin. In addition, 
IRS will offer electronic filing in areas served by IRS districts in Albany and 
Buffalo, NY; Sacramento and San Jose, CA; Cincinnati, OH; and Dallas, TX. Another 
change next year is that the Ogden, UT IRS Service Center will accept and process 
electronically filed returns. Partnership, fiduciary and small business 
corporation tax returns will be accepted from electronic filers by the Andover, MA 
Service Center. The IRS also plans to begin accepting electronic filings of 
certain pension forms, in the Form 5500 series next year. Taxpayers who file 
their income tax returns electronically in these areas will also be able to have 
their refunds directly deposited to their checking or savings account, through the 
cooperation of the Financial Management Service.
2TREASURY, DEPARTMENT OF
Final regulations and a withdrawal of 7/23/85 temporary regulations relating to 
employee tip reporting and substantiation requirements issued by the IBS (see the 
6/8/87 Fed. Reg., pp. 21509-13). The final regulations, reflecting changes made 
by the Tax Reform Act of 1984 and the Tax Reform Act of 1986, provide rules with 
respect to employee-originated petitions for a reduction in the tip allocation 
rate. According to the IRS, employee-originated petitions must be consented to by 
a majority of the "directly tipped employees employed by the establishment at the 
time the petition is filed." Further, in addition to the general recordkeeping 
requirements applicable to all taxpayers, the final regulations provide rules 
specifically applicable to tipped employees. Under the new regulations, an 
employee is required to maintain sufficient evidence to establish the amount of 
tip income received by the employee during a taxable year. The regulations 
provide that sufficient evidence consists of either a daily record or other 
evidence of the tip income received which is as credible and reliable as a daily 
record. The substantiation rules are effective as of 10/1/85. However, for 
periods prior to that date, tipped employees are required to have books and 
records adequate to substantiate the amount of tip income received. If further 
information is needed after reading the regulations contact Gail H. Morse at the 
IRS at 202/566-3297.
How employers should comply with provisions of the Tax Reform Act of 1986 requiring 
that employees whose wages are not subject to income-tax withholding be notified 
that they may be eligible for the refundable earned income credit is the subject 
of temporary and proposed regulations issued by the IRS (see the 6/11/87 Fed.
pp. 22301-2 and pp. 22345-6). The notice must be provided to employees in 
writing and must contain all the information included in Notice 797, "You May Be 
Eligible for a Refund on Your Federal Income Tax Return Because of the Earned 
Income Credit." However, the employer may use his own notice form, so long as its 
wording is "an exact reproduction of the wording used in Notice 797," according to 
the IRS. The written notice may be provided to employees with the employees' Form 
W—2, "Wage and Tax Statement," but must be provided to employees within one week 
before or after the date employees' Form W—2 are provided. If notification is not 
included with the Form W—2, it must be provided by "direct, personal delivery" or 
by first class mail. The temporary and proposed regulations define "direct, 
personal delivery" as "hand delivery to the employee." Therefore, notification to 
employees through the use of inter-office mail or by posting on an office bulletin 
board would not comply with the "direct, personal delivery" requirement. The 
rules apply for tax years of employees beginning after 12/31/86 and comments on 
the proposed rules must be received by 8/10/87. If further information is 
required after reading the proposed and temporary regulations, please contact 
Robert Ginsburgh at the IRS at 202/566-3297.
SPECIAL: CPA TESTIFIES BEFORE SENATE FINANCE COMMIT EE ABOUT ALTERNATIVE MINIMUM TAX
James R. Cummings, CPA, testified in favor of changing the alternative minimum tax 
(AMT) before the Senate Finance Subcommittee on Energy and Agricultural Taxation 
6/5/87. The focus of the Subcommittee's hearing was to examine proposals to 
repeal the windfall profit tax and to increase U.S. oil reserves. Mr. Cummings, 
who is the National Director for Energy for Deloitte Haskins & Sells, said his 
principal point is "...that without changes in the biggest disincentive, the 
alternative minimum tax, neither current deductions nor increased deductions will 
accomplish the objectives of increased exploration or decreased shut-down of 
marginal production. Specifically, the proposal to increase depletion deductions, 
while helpful, will not be an effective stimulant without a corresponding change 
in the minimum tax." He also said that "although it is too early to tell 
precisely, I believe that a majority of active independent oil and gas explorers 
3will be in an alternative minimum tax position in the future. This is because the 
primary tax deductions in this industry are treated as preference items, which are 
not deductible for alternative minimum tax purposes." Mr. Cummings suggested that 
"...a credit for exploratory and marginal well expenditures would be a much better 
and faster way of slowing the decrease in domestic production." However, he said, 
"such credit must be allowed against the AMT to be effective." Mr. Cummings also 
supported repeal of the windfall profit tax.
SPECIAL: HOUSE SUBCOMMITTEE HOLDS HEARINGS ON ELIMINATION OF FSLIC'S SECONDARY RESERVE 
FUND
The elimination of the FSLIC's secondary reserve and its impact upon the nation's 
FSLIC-insured institutions was the subject of a 6/11/87 hearing by the House 
Banking Subcommittee on General Oversight and Investigations. According to Mr. 
Frederick Wolf, Director of the Accounting and Financial Management Division of 
the General Accounting Office, the action was necessary in view of FSLIC's $6.3 
billion deficit (or negative equity) as of 12/31/86. Reestablishing the secondary 
reserve without a corresponding dramatic improvement in FSLIC's financial 
condition would be meaningless, Mr. Wolf said. Neither the equity position of 
FSLIC nor the member institutions will benefit as long as the FSLIC lacks the 
resources to repay the institutions their prepayments into the fund. The GAO 
recommended that any legislation to restore FSLIC's secondary reserve should also 
include a provision for funding the reserve. Appearing on behalf of the Financial 
Accounting Standards Board, Mr. James Leisenring noted that based upon the 
criteria set forth in FASB No. 5, "Accounting for Contingencies," the assets on 
the books of the member institutions had been impaired and should be written off. 
U.S. League of Savings Institutions Chairman Joe Morris pointed to signs that the 
FSLIC's problem caseload has "peaked and is shrinking, not growing." Mr. Morris 
said the FHLBB had no legitimate grounds to expropriate the FSLIC secondary 
reserve and charged that the Bank Board's action was unwarranted. The League's 
chairman urged Congress to take the necessary steps to assure repayment of the 
secondary reserve to savings institutions which advanced the funds to FSLIC. 
Other witnesses testifying before the Congressional Subcommittee included Mr. 
Charles Koch, First Vice Chairman, National Council of Savings Institutions, and 
Mr. Gregory Pulles, Chairman of the Law Committee, Association of Thrift Holding 
Companies. The AICPA and the FHLBB are scheduled to give their views about the 
issue on 6/17/87.
For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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